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Educalion 


AND AFFAIRS 


A meeting was held on February 9 at the American Council Reece Committee 


on Education building between staff members of the Special Staff Consulted 


Committee to Investigate Tax-Exempt Foundations and representa- 

tives of several educational and allied organizations. At this meeting, the 
staff members of the Special Committee defined in a general way the objectives 
of the committee, explaining that the primary objectives were to ascertain the 
role of the foundations and their historic effect upon American life with parti- 
cular reference to the public interest. 


Staff members of the Committee had forwarded questionnaires to education- 
al and allied institutions in the following categories: 1) institutions of 
higher learning; 2) learned journals; 3) university presses; and 4) selected 
groups, such as American Council on Education, Social Science Research Council, 
etc. Information-seeking letters were sent to the 60 or 70 largest foundations, 
the staff members attention having been directed by their research to the fact 
that these largest foundations had been the most influential. Questionnaires 
had been forwarded to grantees, as well as to grantors, to ascertain the re- 
lative distribution of foundation funds, with particular reference to institu- 
tions of higher learning. 


The subpoena sentence in the covering letter of some of the questionnaires 
was inserted because some groups under the advice of counsel had informed the 
committee staff that they would prefer to furnish information on that basis. 


In formulating these questionnaires, emphasis was placed on questions re- 
lating to the social sciences because of 1) the magnitude of the overall task, 
2) the language of the Resolution authorizing the creation of the Committee, 
which appeared to focus attention in that area, and 3) the opinion that work in 
the social science area appeared most likely to have influenced government action. 


The question was raised as to the time limit for the answering of the 
questionnaire, and although no hard and fast rule had been established it was 
stated that replies were desired by the end of February. This date was selected 
because the staff members of the Special Committee wished to tabulate and analyze 
the answers to the various questionnaires prior to the commencement of hearings, 
tentatively expected to begin shortly after the first of March. Apropos of this 


evaluation, staff members indicated that they would not be at all adverse to 
outside aid and comment. 


Specific questions revolved around what the persons or institutions answering 
& questionnaire would be expected to do in completing it. The staff members of the 
Special Committee replied that in instances where qualitative answers were in- 
volved they should be responded to in the same frame of mind. In other words, 
facts should be adhered to as much as possible, but where qualitative judgments 
entered into the answers of the questionnaires the Special Committee desired the 
best thoughts of the respondents. As regards technical questions, such as the 
non-existence or unavailability of files, lack of special information bearing on 
certain points raised in the questionnaire, research which would involve an undue 
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proportion of time, manpower, and money in answering questions, etc., the gen- : 
eral attitude of the staff members of the Special Committee was that the re- : 
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spondents should do the best that they could under the circumstances. 


Committee Still Revising The House Committee on Ways and Means has already agreed 
Internal Revenue Code on many substantive changes in its study to revise the 


Internal Revenue Code. Some of these changes of parti- 
cular interest to education are: 


1. Annuities -- A new method was adopted for the taxation of annuities 
to replace the so-called 3 percent rule. In general, the 3 percent 
rule taxes an annuitant on the annuity payments he receives to the 
extent of 3 percent of the amount he paid for the annuity. Any 
payment he receives above this amount is excluded from tax until 
the total amounts excluded equal the cost of the annuity. Thereafter 
the annuity payments received are taxable in full. Under the 
Committee's provision in the usual case the annual exclusion will 
equal the amount the annuitant paid for the annuity, divided by 
his life expectancy at the time the annuity payments start. This 
exclusion remains the same even though he outlives this life 
expectancy. 


2. Charitable Contributions -- Two relatively minor changes were made, 
as follows: (a) at present a taxpayer who has made the maximum 
charitable contribution (20 percent for individuals and 5 percent 
for corporations) if he subsequently carries back a net operating 
loss to that year finds his allowable charitable contributions 
have been decreased by this downward adjustment in his income. 

The Committee adopted a provision which will ignore the net 
operating loss carryback in applying these percentage limitations; 
and (b) at present the 20 percent limitation on charitable 
contributions does not apply where the combination of the taxpayer's 
charitable contributions and income tax in the current year and in 
each of the past 10 years equal 90 percent or more of his taxable 
income. The Committee liberalized this slightly by providing 

that this 90 percent test needs to be met in only 9 out of the last 
10 years. (The Council's Committee on Taxation and Fiscal Reporting 
is on record in support of H.R. 3316 and H.R. 3763. Either of these 
bills would amend section (b) above by decreasing the number of past 
years necessary for the 90f test from 10 to 5.) 


3. Trust Income -- The Committee decided that income from a trust 
should be taxed to the person setting up the trust if he retains 
the right to take the principal or income back within five years. 
Under present regulations, the minimum term is 10 years in most 
cases, and in some cases, 15 years. (This was discussed in Bulletin 
dated January 28, 1954. The Council's Committee on Taxation and Fiscal 
Reporting supported a 2 year proposal instead of the 5 year.) © 


4. Meals and Lodging -- The Committee adopted a provision designed 
to end the confusion as to the tax status of meals and lodging 
furnished an employee by his employer. Under the Committee provision, 
these meals and lodging are to be excluded from the employee's income 
when (a) they are furnished at the place of employment, and (b) the 
employee is required to accept them to hold his job. 


Under the present law, meals and lodging have been held to be taxable 
to the employee unless they were furnished for the convenience of the 
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employer. Even in such cases, however, they would not be excluded from 
the gross income of the employee if there was any indication that they 
were compensatory. 

Earnings Test for a Dependent -- Under present law a dependent may not 
be claimed as a dependent if he earns as much as $600.00. The Committee 
adopted a provision removing this earning test for children of the tax- 
payer who are not over 19 years of age, or, if older, are students 
attending school or college. The taxpayer, however, will still have to 
supply more than half the support of the child. It was also decided 
that scholarships should be excluded in determining whether a taxpayer 
supplied more than half the support of his child where the child is a 
student attending school or college. (The Council's Committee on Tax- 
ation and Fiscal Reporting, through Mr. Philip Pendleton, Treasurer of 
the University of Pennsylvania, submitted testimony for the hearings 
held by the Committee on Ways and Means last Spring recommending such 
dependency credit. The Council's Committee also proposed the scholar- 
ship exclusion in determining "support". This proposal was discussed 
in the January 28, 1954 issue of the Bulletin.) 


Withholding Tax on Dividends at Source -- The Committee rejected the 


proposal to withhold tax on dividends at the source. (The Council's 


Committee on Taxation and Fiscal Reporting, through Mr. L. R. Lunden, 

Comptroller of the University of Minnesota, submitted testimony for the 
hearings held by the Committee on Ways and Means reaffirming the Council's 
stand against this withholding tax.) 


7. Tax-exempt Organizations -- The Committee made practically no change in 


the tax treatment of “tax exempt" organizations, the organizations 
presently described in Section 101 of the Code. The one change made 
in this area relates to a minor change in the unrelated business in- 
come tax to which educational, charitable, and certain of the other 
organizations are subject. Under this tax these organizations pre- 
sently are subject to tax on their rental income derived from leases 
of more than 5 years to the extent of indebtedness outstanding which 
was incurred to acquire or construct the leased property. 


It has been called to the attention of the Committee that certain 
organizations have been avoiding this tax by continuous renewals of 
leases of less than 5 years. To close this loophole the Committee 
adopted a provision which subjects rental income to the unrelated 
business income tax (beginning in the sixth year) where the lease is 
for 5 years or less if the same business tenant occupies the property 
for more than 5 years. However, as in the case of leases for more 
than 5 years, the tax applies only to the extent outstanding borrowed 
funds were used to acquire or construct the leased property. 


Prizes and Awards -- The Committee agreed to a new provision which pro- 
vides that prizes and awards are to be included in income unless they 
are made in recognition of religious, charitable, scientific, educa- 
tional, artistic, literary, or civic achievement. Moreover, in such 
cases they are to be included in income unless the individual was 
selected without action on his part and is not required to perform 
substantial future services to obtain the award. This provision 

does not apply to scholarships or fellowships. 


Fellowships and Scholarships -- The Committee adopted a provision 


codifying for the first time standards to be used in determining 


whether scholarship and fellowship grants are to be included in income. 
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Policy Stated on Administrator Albert M. Cole of the Housing and Home Finance 
College Housing Loans Agency has announced that the interest rate on college housing 


loans for the period from January 1 to July 1, 194, will re- 
main at 3.5 percent, the same rate as prevailed during the previous six month 
period. 


The Housing Amendments of 1953 empower the HHFA Administrator to set the 
rate for college housing loans at not less than the average yield on outstanding 
government obligations with a maturity of 15 years or longer. The Secretary of 
the Treasury has made a determination that the average yield during the month of 
November of all Government obligations with a maturity of 15 years or longer was 
2 7/8 percent. To that minimm, Mr. Cole added an additional 5/8 of % to cover 
the cost of administering the college housing loan program and to provide a re- 
serve for losses, making a total interest rate of 344. 


Mr. Cole explained that when a college or university advertises for bids on 
bonds it intends to sell to finance the housing, the government's bid is condi- 
tional on the college's inability to obtain a bid of 3.6 percent or lower from a 
private bidder. 


"It is the policy of this agency," Mr. Cole said, "to encourage the maximum 
amount of private participation in these loans. We have established practices 
intended to serve that end." These include: 


1. A provision by which any private bidder can bid for the first 20 years 
of the 40-year serial bonds, for the next ten years, or for the whole issue. 


2. Insistence that colleges include in their bond offering a provision 
that bonds purchased by private bidders may not be called for 10 years, and that 
thereafter they may be called only above par. This provision does not apply 
when the bonds are bought by the Federal government, since the Federal govern- 
ment would encourage as early redemption as possible. 


3. Interest rates more realistically related to the current market for 
such loans than those that prevailed before passage of the Housing Amendments 
of 1953. 


"The construction of additional dormitories and faculty housing at colleges 
and universities is urgently needed," the Housing Administrator said. "It will 
be Agency policy to help in every way possible within the limits of available 
funds. But we will make Federal assistance available only when the necessary 
financing cannot be obtained from private sources at reasonable terms." 


From July, 191 to December, 1953, 101 loans totalling $91,513,000 had been 
approved, providing facilities for 22,251 men students, 5,358 women, 302 student 
families, and 291 faculty members. 
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